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The Impact of the Federal Communications Commission Reform
of Universal Service Funding and Inter-Carrier Compensation on
Chariton Valley Telephone Corporation

Chariton Valley Telephone Corporation, a member owned cooperative, with headquarters in
Macon, Missouri, has a 60 year history of providing leading edge telecommunication service in
north central Missouri. Chariton Valley’s portfolio of services include wireline and wireless voice
and broadband services, as well as analog video and IPTV with fiber-to-the-premise service
connections to over 55% of its customer base. Chariton Valley was an early adopter of IP
technology using IP network technology for it 300+ mile transport ring and fiber-to-the-premise
service beginning in 2003. Chariton Valley Telephone’s competitive local exchange carrier
(CLEC) subsidiary, Chariton Valley Telecom Corporation, was the first company in Missouri to
use an IP fiber-to-the-premise network to overbuild of an incumbent local exchange carrier
(ILEC).

Chariton Valley’s forward looking service plans include the continued building of advanced
broadband services to all its customer base until the Federal Communications Commission’s
November 2011 Order directing Universal Service Fund (USF) and Inter-Carrier Compensation
(ICC) reform was released. Analysis of the FCC’s reform of USF and ICC indicates there will be
substantial reductions in Chariton Valley Telephone’s USF support. USF support to competitive
eligible telecommunications carriers (CETCs) such as Chariton Valley Wireless Services will be
completely eliminated over five years. The reform calls for reductions in the amount of
terminating ICC received by Chariton Valley Telephone Corporation and its CLEC subsidiary
Chariton Valley Telecom. Terminating ICC will be reduced to “bill and keep” or SO in nine years
for Chariton Valley Telephone and five years for Chariton Valley Telecom. The FCC’s reform
order calls for the implementation of benchmark rates and an Access Recovery Charge or ARC,
causing local service rates to increase in an area that has not yet recovered from the recession.

Chariton Valley implemented an increase in local service rates and the ARC, and reduced
terminating access rate in July 2012, per the FCC’s reform order. On June 1, 2012, Chariton
Valley mailed its customers a letter announcing the local service rate increase and
implementation of the ARC. Since the letter was mailed, Chariton Valley has experienced an
increase of 38.46% in the trended rate of disconnected local service (voice) by its customers in
June and July compared to the prior six months. Broadband services moved from month over
month historical growth to the first decline in broadband customers in over five years. This is
contrary to the FCC’s expectation that reform would have little negative impact on rural
telecommunications providers, and contrary to the FCC’s intent to increase broadband
subscription.

The FCC’s reform of USF and ICC has created “uncertainty” as to the future financial viability of
Chariton Valley. This uncertainty has caused Chariton Valley to stop further deployment of
fiber-to-the-premise in the Chariton Valley Telephone Corporation service area. Chariton
Valley’s CLEC, Chariton Valley Telecom, does not receive USF support, but does rely on ICC to



Chariton Valley Telephone Corporation
A Leader in Telecommunication Services

Chariton Valley, like many rural telephone companies, came into being following the 1949
passage of the Telephone Amendment to the Rural Electrification Act. The concept of
“universal service” became firmly entrenched as the law of the land. This cornerstone of
national social policy was meant to ensure that all Americans, regardless of where they live,
receive quality telephone service at reasonable rates. The first meetings that led to the
formation of Chariton Valley were held in January, 1950. On November 22, 1952 the Missouri
Secretary of State authorized the cooperative to do business as Chariton Valley Telephone
Corporation. The new company established it headquarters in office space rented from Macon

Electric Cooperative in Macon, Missouri.
In 1954 the Board of Directors voted to move the headquarters from Macon to rented offices in
Bucklin. Chariton Valley’s phenomenal growth soon resulted in the Bucklin office becoming too
small and the Board agreed to construct a new headquarters and warehouse on the northeast
edge of Bucklin. Later, the Board voted to build customer service centers in Huntsville and
Salisbury and a central switching office was also constructed in Huntsville.

Chariton Valley started with three exchanges that included Bynumville, Bucklin and Ethel. The
commitment to cutting edge technology became a Chariton Valley standard when all three
exchanges were converted to dial service in 1956. Operations were expanded to eventually
include today’s 18 exchanges. From its obscure beginnings as a rural telephone cooperative
Chariton Valley has evolved into a state of the art communications provider whose services are
second to none. Our record speaks louder than words:

1963: By the end of 1963 all 18 Chariton Valley exchanges were converted to dial service.
Much of the country was still years behind.

1977: Chariton Valley became the first multi-exchange telephone company in Missouri to have
a complete one party system. No more party lines!

1983: Chariton Valley Communications Corporation was created to provide cable TV service in
Bevier, Bucklin, Callao and Excello.

1989: CV Cellular, now Chariton Valley Wireless Services, was established to provide wireless
service.

1995: Chariton Valley Telephone was the first to provide local Internet access with its dial up
Internet service. A new digital switching system made it possible to offer the latest up-to-date
communications services, including Caller ID and Call Waiting.



Chariton Valley constructed a new corporate office in Macon at a cost of $1,700,000 and a Data
Center/Network Operations Center in 2009 in Huntsville at an additional cost of $1,400,000.
None of Chariton Valley’s investments were offset with tax incentives or subsidies.

At Chariton Valley we realize that any investment in the future of this area must include our
young people. Each year our employees visit area schools to teach 3™ grade students how to
effectively use the 9-1-1 system to report emergencies. During the last five years 2,895
students have received the training. We also award five $500 coliege scholarships each year
and sponsor one student on an all-expenses paid trip to Washington, DC. Plus, CVTV makes its
cameras and equipment available to area schools and we frequently air student produced
programming on our local content channel. In doing so, we not only provide opportunities for
students to learn about videography, but to also create a video record of events that are
important in their lives.

Why do we do it? Chariton Valley — and its employees — support local communities because
they are our communities too. We live here, shop here, worship here, and send our children to
school here. Our past and our future are intertwined with our customers and we hope that it is
profitable for all concerned.
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Economic Impact of Reductions in Universal Service Fund and
Intercarrier Compensation Revenues to
Chariton Valley Telephone Corporation

Executive Summary

The Federal Communications Commission (FCC) has ordered changes to the Universal
Service Fund (USF) program and to interstate and intrastate Intercarrier Compensation (ICC)
systems. The USF was established to ensure telecommunications consumers in rural high-cost
areas would have access to telecommunications and information services comparable in quality
and price to those available in urban areas. The USF program accomplishes this by providing
support to the higher cost of providing communications networks in rural areas.

Prior to the FCC Order, interstate and intrastate Intercarrier Compensation (ICC) has also
been designed to provide support to higher cost rural network providers. Rural networks are
more expensive per customer to build, maintain, operate and expand than are urban networks.
As there is less customer density in rural areas there is also less network usage with which to
recover those costs. ICC allowed the rural network provider to charge other companies for
using their rural networks to originate and terminate calls in rural areas. Like USF, ICC was
designed to provide financial support to rural network providers so that rural customers would
have rates and services comparable to those of more urban customers.

Chariton Valley Telephone Corporation (CVTC) operates in rural north-central Missouri.
CVC relies heavily upon USF and ICC, which provide over half of its total operating revenues.
CVTC provides wireline and wireless telecommunication services, as well as broadband access
and television services to rural areas that, when compared to the rest of the country, are
predominately poorer and have lower population densities.

Reducing USF and ICC revenues to Chariton Valley, as ordered by the FCC, was studied
to determine its impact upon the statewide economy. The economic impacts of these decreased
revenues to CVTC will multiply throughout the economy. Over the next several years, output in
Missouri will decline between $34 and $41 million depending upon policy decisions the FCC has
deferred to the future. Employment would diminish by betweem155 to 187 jobs, with wages
declining by between $9 million to $11 million during the 2012 to 2020 period. This
diminished economic activity will lead to smaller tax revenues. Federal tax revenues will fall by
$2.05 to $2.45 million. State and local tax revenues would decline by $2 to nearly $2.4 million.

These negative impacts to the Missouri economy will result from these revenue
reductions to one firm, CVTC. A more thorough analysis should consider the impact of these
revenue reductions to other communications firms providing similar services to rural areas of
Missouri.



1996: CVLD Corporation was created to offer long distance service, voice mail, calling cards and
800# services.

2002: SpeedNet was deployed and offered Internet high-speed connectivity that was 14 times
faster than what had previously been available. Chariton Valley began exploring the possibility
of building a fiber-to-the-home network in Macon. Construction of FTTH in Macon started that
Fall.

2003: Chariton Valley’s corporate office was relocated back to Macon. The FTTH project was
completed in Macon and customers started signing up for the triple play option of voice, video
and data services on Missouri’s first fiber-to-the-home network.

2005: Chariton Valley began expanding its fiber-to-the-home network to include Bevier, Callao,
New Cambria and Bucklin.

2006: A new corporate logo was introduced that reinforced CV's commitment to quality
communication service and personal customer service. A new corporate headquarters was
constructed in Macon.

2008: CVTV, Chariton Valley’s local content IPTV channel, went on the air to approximately
3,000 households.

2009: Chariton Valley constructed a state of the art Network Operations Center in Huntsville.

2010: By year’s end Chariton Valley demonstrated its commitment to providing the best
wireless coverage in its five county home area by doubling the number of cell towers.

2012: Chariton Valley launched its new CDMA network with 3G EVDO high speed data service;
partnered with Verizon on the LTE in Rural America project; and is progressively working
towards a 4G-LTE network. Computer repair was added to the growing list of services provided
by Chariton Valley and the fiber-to-the-home network has expanded to fifteen towns, making
the fiber service available to over 55% of Chariton Valley Telephone customers.

Chariton Valley’s record of success is equaled only by its history of involvement in and support
of the communities it serves. We are a frequent contributor, in terms of both money and time,
to community events, fundraisers and organizations. CVTV regularly promotes upcoming
events at no cost to the sponsoring organization. More significantly, the conversion to fiber
optic cable is a costly yet necessary investment if our communities are to remain economically
viable. Chariton Valley has developed a state of the art communications system that features
fiber optic cable by invested nearly $24,600,000 in the community of Macon and surrounding
area as well as in our five county service area including the communities of Bevier, Callao, New
Cambria, Bucklin, Salisbury, Hale, Ethel, Prairie Hill, Jacksonville, and Excello. Moreover, in 2006




support its network. As the result of phase down of terminating ICC to $0, Chariton Valley
Telecom’s network expansion plans are greatly diminished. Some portions of the reform order
have not yet been completed, causing further uncertainty and consternation. Rural consumers
are penalized as the result of rural telecommunication service provider’s decisions to stop
deployment of broadband services due to the uncertainty brought about by the FCC’s reform
order.

Due to the projected impacts of the FCC’s USF and ICC reforms on Chariton Valley and its
subsidiary companies, Chariton Valley commissioned Dr. David M. Mitchell, Director of the
Bureau of Economic Research at Missouri State University, Springfield, Missouri to prepare an
impact study to Chariton Valley. The study titled_ Economic Impact of Reductions in Universal
Service Fund and Intercarrier Compensation Revenues to Chariton Valley Telephone

Corporation.

The impact study demonstrates that the negative effects of the FCC’s USF and ICC reform reach
beyond the immediate Chariton Valley service area, and will muitiply throughout the economy,
affecting jobs, wages and cause diminished economic activity leading to smaller tax revenues at
the local, state and federal level.

We at Chariton Valley do not believe that it was the FCC’s intent to cause harm to rural
telecommunication service providers and rural consumers. But the FCC got it wrong, and efforts
to convince the FCC that its reform methods are harmful have fallen on “deaf ears.” Rural
consumers need the help of their local, state and federal representatives to correct this wrong.
The university’s impact study shows the negative effects are far reaching. Time is short. It is
important that rural consumers, as well as local, state and federal representatives, act now.
Rural consumers need to encourage their representatives to contact FCC Chairman Julius
Genachowski and remind him that the first rule of reform is to do no harm. The FCC staff
should follow the advice of state regulators, who understand their communities far better than
the regulators in Washington, D.C., and suspend implementation of reform measures that
drastically cut support to rural telecommunications providers and rural consumers. Reform is
needed, but it should proceed deliberately in a way that ensures that USF support is
predictable; that reforms will be implemented in a way to encourage additional private
investment in broadband deployment; and that the goal of promoting economic growth and
job creation in rural communities can be realized.



